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STATE OF NORTH DAKOTA

NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended June 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The primary authority for the State’s accounting and
reporting requirements is the Office of Management and
Budget. The Office d Management and Budget has
adopted the pronouncements of the Governmental
Accounting Standards Board (GASB), which is the
nationally accepted standard-setting body for
establishing governmental accounting and financial
reporting principles. The more significant of the State’s
accounting policies are as follows:

A. REPORTING ENTITY

For financial reporting purposes, the State of North
Dakota has included all funds, organizations, agencies,
boards and commissions that make up its legal entity.
The State has also included all potential component
units for which it is financially accountable, and other
organizations for which the nature and significance of
their relationship with the State are such that exclusion
would cause the State’s financial statements to be
misleading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be considered
in determining financial accountability. These criteria
include appointing a voting majority of an organization’s
governing body and (1) the ability of the State to impose
its will on that organization or (2) the potential for the
organization to provide specific financial benefits to, or
impose specific financial burdens on the State.

As required by accounting principles generally accepted
in the United States of America, these financial
statements present the State of North Dakota (the
primary government) and its component units. The
component units are included in the State’s reporting
entity because of the significance of their operational or
financial relationships with the State.

BLENDED COMPONENT UNITS

These component units are entities that are legally
separate from the State, but are so intertwined with the
State that they are, in substance, the same as the State.
They are reported as part of the State and blended into
the appropriate fund types.

Building Authority (Debt Service Fund and Capital
Projects Fund) - The Building Authority was created by
the Legislature as a separate instrumentality of the
State. Its purpose is to promote the general welfare of
the citizens of the State by providing financing for use by
the State in altering, repairing, maintaining or
constructing buildings and making any improvements
connected to State buildings. The Industrial
Commission, which consists of the governor, the
attorney general, and the commissioner of agriculture, is

the governing board of the Building Authority. The funds
and account groups of the Building Authority were
audited by other independent auditors for the fiscal year
ended June 30, 2004, and their report dated August5,
2004, has been previously issued under a separate
cover.

The North Dakota University System Foundation is
considered a blended component unit. Although it is a
legally separate nonprofit 501(c)(3) organization from the
North Dakota University System, the North Dakota
University System Foundation is reported as if it were
part of the primary government because its sole purpose
is to support the North Dakota University System. The
members of the State Board of Higher Education serve
as the Board of Trustees for the North Dakota University
System Foundation.

The NDSU Research Foundation is considered a
blended component unit. Although it is a legally
separate, nonprofit 501(c)(3) organization from the North
Dakota University System, the NDSU Research
Foundation is reported as if it were part of the primary
government because its sole purpose is to provide
support to NDSU in its missions by enabling NDSU
faculty to enhance their involvement in research,
technology transfer, and business endeavors. Through
linkages with public and private businesses and
industries, the Foundation facilitates the
commercialization of research technologies developed
by NDSU faculty and staff. The Foundation was audited
by other independent auditors for the fiscal year ended
June 30, 2004, and their report dated September 30,
2004, has been previously issued under a separate
cover.

DISCRETELY PRESENTED COMPONENT UNITS

These component units are entities that are legally
separate from the State, but are financially accountable
to the State. The component units’ columns of
governmentwide financial statements include the
financial data of these entities.

MAJOR COMPONENT UNITS

Comprehensive Health Association (Proprietary
Fund Type) - The Association was established by the
Legislature with participating membership consisting of
those insurance companies, licensed or authorized to do
business in the State. It provides low cost access to
health insurance coverage for residents of the State who
are denied adequate health insurance and are
considered uninsurable. The Association is governed by
a board of eight members of which five are
representatives of the State and is regulated by the
State Insurance Department. The Association was
audited by other independent auditors for the calendar
year ended December 31, 2003, and their report dated
February 24, 2004, has been previously issued under a
separate cover.
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Municipal Bond Bank (Proprietary Fund Type) - The
Bond Bank was created by the Legislature as a separate
agency of the State. The purpose of the Bond Bank is to
make funds available for borrowing by North Dakota
political subdivisions through the issuance of its bonds
and the purchase of municipal securities of the political
subdivisions. The Bond Bank has been granted all
powers required in order to accomplish this purpose and
is under the control and management of the Industrial
Commission. The Fund was audited by other
independent auditors for the calendar year ended
December 31, 2003, and their report dated January 30,
2004, has been previously issued under a separate
cover.

North Dakota Development Fund, Inc. (Proprietary
Fund Type) - The Development Fund was established
as a statewide nonprofit development corporation with
the authority to take equity positions in; to provide loans
to; or to use other innovative financing mechanisms to
provide capital for new or expanding businesses in North
Dakota or relocating businesses to North Dakota. A
board of directors consisting of eight members, all of
whom are appointed by the governor, manages the
corporation. The deputy director of the Department of
Commerce (a State agency) is the corporation's chief
executive officer. The director of the Department of
Commerce (governor-appointed cabinet position) is
responsible for developing rules, subject to the approval
of the board of directors, necessary to implement the
administration of the corporation. The Fund was audited
by other independent auditors for the fiscal year ended
June 30, 2004, and their report dated August13, 2004,
has been previously issued under a separate cover.

The NDSU Research and Technology Park, Inc.is a
nonprofit organization developed to promote an
economic environment dedicated to applied research
and technology discovery for the benefit of NDSU, its
faculty and staff, students, and the citizens of North

Dakota. Its facilities are located on the campus of NDSU
in Fargo, North Dakota. The organization was
established in 1999 and is exempt from federal and state
income taxes as it is organized under Section 501(c)(3)
of the Internal Revenue Code. The majority of the Park’s
board of directors (six of nine) consists of people who
work in private industry. Vacancies are filled by a
majority vote of the board. Officers of NDSU fill three of
the nine positions on the Park’s board. The president of
NDSU serves as president of the board of directors. The
status of the Park as a discretely presented component
unit is primarily due to the control by the NDSU president
over the final building plans for any new building at the
Park. This control is based on feedback from the
Legislative Budget Section and is required by the land
lease between the State Board of Higher Education and
the Park, as well as NDUS policy. The Park was audited
by other independent auditors for the fiscal year ended
June 30, 2004, and their report dated September 30,

2004, has been previously issued under separate cover.

The UND Aerospace Foundation is a North Dakota
nonprofit organization organized in 1985 to encourage
and develop the University of North Dakota’s John D.
Odegard School of Aerospace Sciences. The
Foundation’s principal activities consist of developing
and conducting training programs, research and
development, and consulting services related to the
aerospace industry. The Foundation is managed by a
board of directors consisting of five to seven members,
including two or more persons who are active in the
aerospace industry and/or graduates of UND with an
interest in the aerospace industry, elected by the board;
a senior manager of the Foundation, elected by the
board; the dean of the Odegard School of Aerospace
Sciences; and the president of the university. The
Foundation benefits the university, financially and
otherwise, through its promotion of the Odegard School
and its programs and in the sharing of resources. The
Foundation is reported as a discretely presented
component unit as UND has voting members on the
board of directors and because of the extent of the
financial relationship between the entities. The
Foundation was audited by other independent auditors
for the fiscal year ended June 30, 2004, and their report
dated September 15, 2004, has been previously issued
under separate cover.

The Bismarck State College Foundation is a legally
separate, tax-exempt organization providing support and
recognition to BSC through a variety of programs. The
Foundation acts primarily as a fund-raising organization
to supplement the resources that are available to the
college. The Foundation is managed by a 75-member
board of directors comprised of leading citizens, both
alumni and friends of the college, as well as seven ex-
officio members that are officers/employees of BSC. The
Foundation was audited by other independent auditors
for the fiscal year ended June 30, 2004, and their report
dated August 15, 2004, has been previously issued
under separate cover.

Minot State University Development Foundation was
incorporated in 1978 exclusively for the benefit of Minot
State University (MiSU). Its purpose is to establish,
promote and stimulate voluntary financial support for the
benefit of the university, especially in the building of
endowment and in addressing the long-term priorities of
the university. The Foundation is managed by a board of
directors comprising 13 voting members, two of whom
are ex-officio appointments from the Board of Regents
and the Alumni Association, and three ex-officio
members who are employees of MiSU. The Foundation
was audited by other independent auditors for the fiscal
year ended June 30, 2004, and their report dated
October 15, 2004, has been previously issued under
separate cover.

North  Dakota State University Development
Foundation is an incorporated, nonprofit organization
developed solely for the benefit of NDSU. The
Foundation is approved by the IRS as a charitable, tax-
exempt organization and designated by the university as
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the repository for private giving to the university. Their

purpose is to raise, manage, and disburse contributions
for the benefit of NDSU. The Foundation is managed by
a 61l-member board of trustees comprised of leading

citizens, both alumni and friends of the university, as well
as three ex-officio members: the president of NDSU and
the president and vice president of the Alumni
Association. The Foundation was audited by other
independent auditors for the fiscal year ended June 30,

2004, and their report dated November 30, 2004, has

been previously issued under separate cover.

Alumni Association of the University of North
Dakota and UND Foundation - The Alumni Association
of the University of North Dakota was incorporated in
1915 for the purpose of (1) keeping classmates in
contact with each other, (2) keeping graduates and
former students informed of happenings at UND, and (3)
involving the graduates, former students, and special
friends in the ongoing growth and development of UND.
UND Foundation was incorporated in 1978 to replace
the Alumni Association Development Fund and is the
umbrella organization for alumni and private support for
the total University of North Dakota. These two legally
separate nonprofit corporations have the same board of
directors and the same executive vice president, but
different board presidents and vice presidents. The
board of directors consists of 21 voting members who
are alumni of UND and three ex-officio members that are
officers of UND. The Alumni Association and the
Foundation were audited by other independent auditors
for the fiscal year ended June 30, 2004, and their report
dated October 1, 2004, has been previously issued
under s eparate cover.

RE Arena, Inc., UND Arena Services, Inc., Arena
Holdings Charitable LLC and Affiliates are related
organizations with common board of directors and
management organized in 2003 for the benefit of UND.
These organizations operate and maintain a
multipurpose sports and entertainment arena in Grand
Forks, ND. The arena is used primarily for UND athletics
and activities. UND Sports Facilities, Inc. is the sole
member of Arena Holdings Charitable LLC. RE Arena,
Inc. conducts the day-to-day operations of the arena as
an agent for Arena Holdings. Affiliates of RE Arena
market products and services and operate the 2005
World Juniors Hockey Tournament. UND Arena
Services, Inc. is the legal manager of Arena Holdings.
These organizations were audited by other independent
auditors for the fiscal year ended May31, 2004, and
their combined report dated November 15, 2004, has
been previously issued under separate cover.

NONMAJOR COMPONENT UNITS

Dickinson State University Foundation, Inc. was
organized in 1952 as a nonprofit corporation to provide
an avenue through which alumni and friends of the
university may contribute financially to the university.
Gifts, grants, and bequests to the Foundation benefit
present and future students by providing scholarship

assistance and the funding of special projects not
available through other funding sources. The Foundation
is managed by a 26-member board of directors
comprised of leading citizens, both alumni and friends of
DSU, as well as two ex-officio members that are
officers/employees of DSU. The Foundation was audited
by other independent auditors for the fiscal year ended
June 30, 2004, and their report dated August 15, 2004,
has been previously issued under separate cover.

Lake Region Community College Foundation was
established in 1959 to provide a permanent structure
through which support for Lake Region State College
could be channeled. The work and the resources of the
Foundation are managed by a 27-member board of
directors elected by the Foundation membership to
serve three-year terms. The Foundation was audited by
other independent auditors for the fiscal year ended
June 30, 2004, and their report dated October 15, 2004,
has been previously issued under separate cover.

Mayville State University Foundation was established
to act primarily as a fund-raising organization to
supplement the resources that are available to Mayville
State University (MaSU). The Foundation is managed by
a 29-member board of directors comprised of leading
citizens, both alumni and friends of the university, as well
as three ex-officio members that are officers/employees
of MaSU. The Comet Athletic Club, a legally separate
nonprofit organization, operates as an entity within the
Foundation. The Club’s purpose is to promote, support,
and encourage interest and participation in MaSU
sports. Their financial activity is reflected in the
Foundation’s financial statements.

Minot State University-Bottineau Development
Foundation and Logrollers are separate legal entities
that were established to act primarily as fund-raising
organizations to supplement the resources that are
available to MiSU-B. The Foundation and Logrollers are
managed by the same eight-member board of directors
comprised of leading citizens, both alumni and friends of
the college, as well as one ex-officio member that is an
officer of MiSU-B. However, each entity has separate
committees that direct each organization’s activities. The
Foundation and Logrollers were audited by other
independent auditors for the fiscal year ended June 30,
2004, and their combined report dated October 15,
2004, has been previously issued under separate cover.

North Dakota State College of Science Foundation
was established to act primarily as a fund-raising
organization to supplement the resources that are
available to NDSCS. The Foundation is managed by a
13-member board of directors comprised of leading
citizens, both alumni and friends of the college, as well
as three ex-officio members that are officers/employees
of NDSCS. The Foundation was audited by other
independent auditors for the fiscal year ended June 30,
2004, and their report dated October 31, 2004, has been
previously issued under separate cover.
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Valley City State University Foundation was
established to support Valley City State University by
involving alumni and friends of the university in activities
and private giving that meet the university’s needs and
advance its welfare. The Foundation is managed by a
14-member board of directors comprised of leading
citizens, both alumni and friends of the university, and
one director each from the Alumni Association, V500,
Booster Board and Regents, as well as two ex-officio
members that are officers of VCSU.

Williston State College Foundation was established to
act primarily as a fund-raising organization to
supplement the resources that are available to WSC.
The Foundation is managed by an 11-member board of
directors comprised of leading citizens, both alumni and
friends of the college. The Foundation was audited by
other independent auditors for the fiscal year ended
June 30, 2004, and their report dated November 1,
2004, has been previously issued under separate cover.

Complete financial statements for each of these
individual component units may be obtained at the
entity’s administrative offices as follows:

Building Authority
600 E. Boulevard Ave., 14" Floor
Bismarck, ND 58505-0310

North Dakota University System Foundation
600 E. Boulevard Ave., Dept. 215
Bismarck, ND 58505-0230

North Dakota State University Research Foundation
1735 NDSU Research Park Drive
Fargo, ND 58105-5014

Comprehensive Health Association
4510 13" Avenue SW
Fargo, ND 58108

Municipal Bond Bank
700 East Main Avenue
Bismarck, ND 58501

North Dakota Development Fund, Inc.
1833 E. Bismarck Expressway
Bismarck, ND 58504

North Dakota State University Research and
Technology Park, Inc.

1735 NDSU Research Park Drive

Fargo, ND 58105-5014

University of North Dakota Aerospace Foundation
PO Box 9023
Grand Forks, ND 58202-9023

Bismarck State College Foundation
PO Box 5587
Bismarck, ND 58506-5587

Minot State University Development Foundation
500 University Avenue West
Minot, ND 58707

North Dakota State University Development
Foundation

PO Box 5144

Fargo, ND 58105

Alumni Association of the University of North Dakota
PO Box 8157
Grand Forks, ND 58202

Ralph Engelstad Arena, Inc., UND Arena Services,
Inc., Arena Holdings Charitable LLC and Affiliates
One Ralph Engelstad Arena Drive

Grand Forks, ND 58203

Dickinson State University Foundation, Inc.
Dickinson State University
Dickinson, ND 58601

Lake Region Community College Foundation
1801 College Drive North
Devils Lake, ND 58301-1598

Mayville State University Foundation
330 3rd Street NE
Mayville, ND 58257

Minot State University-Bottineau Development
Foundation and Logrollers

105 Simrall Boulevard

Bottineau, ND 58318

North Dakota State College of Science Foundation
800 Sixth Street North
Wahpeton, ND 58076-0002

Valley City State University Foundation
101 College Street SW
Valley City, ND 58072

Williston State College Foundation
PO Box 1286
Williston, ND 58802-1286

B. GOVERNMENT-WIDE AND FUND
FINANCIAL STATEMENTS

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Statement of Net Assets and Statement of Activities
report information on all non-fiduciary activities of the
primary government and its component units. Primary
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government activities are distinguished between
governmental and business-type activities.

Governmental activities generally are financed through
taxes, intergovernmental revenues, and other non-
exchange revenues. Business-type activiies are
financed in whole or in part by fees charged to external
parties for goods or services.

The Statement of Net Assets presents the reporting
entity’s non-fiduciary assets and liabilities, with the
difference reported as net assets. Net assets are
reported in three categories:

Invested in capital assets, net of related debt consists
of capital assets, net of accumulated depreciation and
reduced by outstanding balances for bonds, notes, and
other debt that are attributed to the acquisition,
construction, or improvement of those assets.

Restricted net assets result when constraints placed on
net asset use are either externally imposed by creditors,
grantors, contributors, and the like, or imposed by law
through constitutional provisions or enabling legislation.
Net assets restricted by enabling legislation are subject
to change by a majority vote of the Legislative Assembly.

Unrestricted net assets consist of net assets which do
not meet the definition of the two preceding categories.
Unrestricted net assets often are designated, to indicate
that management does not consider them to be available
for general operations. Unrestricted net assets often
have constraints on resources which are imposed by
management, but can be removed or modified.

The Statement of Activities demonstrates the degree to
which the direct expenses of a given function or segment
are offset by program revenues. Direct expenses are
those that are clearly identifiable within a specific
function. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly
benefit from goods, services, or privileges provided by a
given function and 2) grants and contributions that are
restricted to meeting the operational or capital
requirements of a particular function. Taxes and other
items not meeting the definition of program revenues are
instead reported as general revenue.

FUND FINANCIAL STATEMENTS

Separate financial statements are provided for
governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from the
government-wide  statements. Major individual
governmental funds and major individual proprietary
funds are reported as separate columns in the fund
financial statements, with non-major funds being
combined into a single column.

C. MEASUREMENT FOCUS, BASIS OF
ACCOUNTING, AND FINANCIAL
STATEMENT PRESENTATION

MEASUREMENT FOCUS AND BASIS OF
ACCOUNTING

The government-wide statements are reported using the
economic resources management focus and the accrual
basis of accounting, as are the proprietary and fiduciary
fund financial statements. Revenues are recorded when
earned and expenses are recorded when a liability is
incurred, regardless of the timing of cash flows.

The State follows the pronouncements of the
Governmental Accounting Standards Board (GASB),
which is the nationally accepted standard-setting body
for establishing accounting principles generally accepted
in the United States of America for governmental
entities. In accordance with Governmental Accounting
Standards Board Statement 20, the State’s enterprise
funds, with the exception of the Bank of North Dakota,
follows all applicable GASB pronouncements as well as
Financial Accounting Standards Board (FASB)
pronouncements issued on or before November 30,
1989, unless those pronouncements conflict with GASB
pronouncements. The Bank of North Dakota follows all
applicable FASB pronouncements unless they conflict
with the GASB pronouncements.

Governmental fund statements are reported using the
current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are
recognized as they become susceptible to accrual;
generally when they are both measurable and available.
Revenues are considered to be available when they are
collected within the current period or soon enough
thereafter to pay liabilities of the current period.

Major revenues that are determined to be susceptible to
accrual include interest, federal grants-in-aid, and
taxpayer-assessed taxes such as income, sales,
corporate, excise, motor fuel taxes and unemployment
compensation  contributions.  All  revenues are
determined to be available if collected within one year of
fiscal year end. Revenues earned under the terms of
reimbursement agreements with other governments or
private sources are recorded at the time the related
expenditures are made if other eligibility requirements
have been met. Sales and use taxes are accrued based
upon filings received and an estimate of filings due by
June 30. Net income taxes from individuals and
corporations are accrued based on current income
earned by the taxpayer before June 30. Quarterly filings,
withholding statements, and other historical data are
used to estimate income. The revenue is accrued net of
an allowance for uncollectible taxes. Deferred revenue is
recorded for receivables that are measurable but not
available at year-end.

Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However,
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expenditures related to debt service, compensated
absences, and claims and judgments, are recorded only
when payment is due and payable.

FINANCIAL STATEMENT PRESENTATION

The State reports the following major governmental
funds:

The General Fund is the principal operating fund of the
State. It is used to account for all financial resources that
are not accounted for in other funds. Included are
transactions for services such as education, general
government, health services, legal and judiciary, natural
resources, public safety, regulatory services, agriculture
and commerce, and social services.

The Federal Fund accounts for all the financial
resources from the federal government.

The School Permanent Trust Fund accounts for moneys
belonging to common schools and other public
institutions derived from the sale of or leasing of lands
owned by the State.

The State reports the following major enterprise funds:

The Bank of North Dakota Fund finances economic
development throughout the state, participates in loans
with North Dakota financial institutions and holds
interest-bearing deposit accounts for state and political
subdivisions of North Dakota.

The Housing Finance Agency Fund is authorized to
issue bonds to make loans to mortgage lenders for
qualified residential mortgage loans and to make
mortgage and construction loans for multi-family housing
within the State of North Dakota.

The University System Fund accounts for all financial
transactions of the colleges and universities that
compose the University System of North Dakota.

The Workforce Safety & Insurance Fund is financed
entirely by premiums assessed to the employers of
North Dakota and provides no-fault medical and
disability insurance to all North Dakota employees.

Additionally, the State reports the following fund types:

GOVERNMENTAL FUND TYPES

Special Revenue Funds account for specific revenue
sources that are legally restricted to expenditures for
specified purposes. Examples include transportation,
regulatory, and other activities.

Debt Service Funds account for resources obtained and
used for the payment of interest and principal on
revenue bonds that are funded primarily through taxes.

Capital Projects Funds account for resources obtained
and used for the acquisition, construction or improve-
ment of certain capital facilities (except those financed
by non-governmental funds). Such resources are
derived principally from proceeds of revenue bonds.

Permanent Funds report resources that are legally
restricted to the extent that only earnings, and not
principal, may be used for purposes that benefit the
government or its citizenry, such as the common schools
within the state.

PROPRIETARY FUND TYPES

Enterprise Funds account for those business-like State
activities that provide goods/services to the public,
financed primarily through user charges. They are also
used to account for operations where the governing
body has decided that periodic determination of
revenues earned, expenses incurred, and/or net income
is appropriate for capital maintenance, public policy,
management control, accountability and other purposes.
The State’s loan programs, Mill and Elevator, and Fair
are reported in this type.

Internal Service Funds account for the financing of
goods and/or services provided by one department or
agency to another department or agency of a govern-
ment, or to other governments, on a cost-reimbursement
basis. These goods and services include motor pool
services; printing, reproduction and mailing services;
information  technology; risk management; and
investment administration services. In the government
wide statements, internal service funds are included with
governmental activities.

FIDUCIARY FUND TYPES

Pension and Other Employee Benefits Trust Funds
account for resources that are required to be held in trust
for the members and beneficiaries of the State’s defined
benefit pension plans, defined contribution plan, deferred
compensation plan, flexcomp plan, and other post-
employment benefit plans .

Investment Trust Funds account for the transactions,
assets, liabilities, and fund equity of the external pool
participants (City of Bismarck, ND Association of
Counties, and City of Fargo Fargodome RIO
Investments). The State Investment Board (SIB)
provides administrative services for the external pool
participants. SIB issues a publicly available financial
report that may be obtained by writing to the Retirement
and Investment Office, 1930 Burnt Boat Drive, Bismarck,
North Dakota 58503. Investment Trust Funds are
accounted for in essentially the same manner as
Proprietary Funds.

Private Purpose Trust Funds account for resources of all
other trust arrangements in which principal and income
benefit individuals, private organizations, or other
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governments. Examples include student donations and
the State’s college savings plan.

Agency Funds account for assets held by the State as
an agent for other governmental units, or other
organizations, and do not involve measurement of
results of operations.

D. GENERAL BUDGETARY POLICIES AND
PROCEDURES

The State operates through a biennial appropriation that
represents departmental appropriations recommended
by the governor and presented to the Legislative
Assembly at the beginning of each legislative session.
The Legislative Assembly enacts the budgets of the
various state departments through passage of specific
appropriation bills. The governor has line item veto
powers over all appropriations subject to legislative
override.

Once passed and signed, the appropriation bill becomes
the departments' financial plan for the next two years.
Changes to the appropriation are limited to Emergency
Commission authorization, initiative, allotment, or
referendum action. The Emergency Commission can
authorize receipt of federal or other moneys not
appropriated by the Assembly if the Assembly did not
indicate intent to reject the money. The Emergency
Commission may authorize pass-through federal funds
from one state agency to another. The Emergency
Commission may authorize the transfer of expenditure
authority between appropriated line items. The
Legislature has also passed appropriation laws that
authorize directors of certain state agencies to transfer
appropriation authority among the various divisions of
their specific agency, subject to the Budget Section of
the North Dakota Legislative Council's approval.
Unexpended appropriations lapse at the end of each
biennium, except certain capital expenditures covered
under the North Dakota Century Code (NDCC)
section 5444.1-11 and the University System’s
unexpended general fund appropriation authority.

The State’s biennial budget is prepared primarily on a
cash basis. The State does not use encumbrance
accounting. The legal level of budgetary control is at the
agency, appropriation, funding source and expenditure
line item level, with administrative controls established at
lower levels of detail in certain instances. The State does
not formally budget revenues, and it does not budget by
fund. The State appropriation is defined through the use
of specific expenditure line items. Capital appropriations
are generally made at the agency and project level.

North Dakotas Appropriation Act does not present
budgets by GAAP fund. Instead, it authorizes General
Fund appropriation authority by agency and Other
Budgeted Income appropriation authority by agency.
Other budgeted income includes all budgeted resources,
other than the General Fund, and includes some
governmental, proprietary, and fiduciary fund activities.

During 2004, the first year of the 2003-2005 biennium,
there were general and federal fund supplemental
appropriations of $97,079,415.

E. CASH AND CASH EQUIVALENTS

Cash and cash equivalents for reporting purposes
includes cash and short-term, highly liquid investments
that are readily convertible to known amounts of cash
and so near their maturity that they present insignificant
risk of changes in value because of changes in interest
rates. This includes investments with original maturity of
three months or less. Also cash, as reported, may be
under the control of the State Treasurer or by other
administrative bodies as determined by law. Cash and
cash equivalents are presented on the fund balance
sheets as "Cash Deposits at the Bank of North Dakota"
and "Cash and Cash Equivalents" to present the unique
nature of the relationship between the Bank of North
Dakota, an enterprise fund, and other state agencies.

Cash Deposits at the Bank of North Dakota. State
agency cash balances, as required by law, are pooled by
the State Treasurer and deposited in the Bank of North
Dakota, an enterprise fund. These cash balances, in
addition to other agency cash deposited at the Bank of
North Dakota, are included on the fund balance sheets
as "Cash Deposits at the Bank of North Dakota". For
purposes of the Governmentwide Statement of Net
Assets, these amounts have been reclassified to internal
balances.

Cash and Cash Equivalents. All cash and cash
equivalents, (other than cash deposits at the Bank of
North Dakota), as permitted by the North Dakota
Century Code, are included on the Government-wide
Statement of Net Assets as "Cash and Cash
Equivalents".

The State had no cash overdrafts from pooled cash and
investments at June 30, 2004.

All interest revenue is allocated to the General Fund
unless state law (as outlined in the North Dakota
Century Code) requires allocations of interest to other
funds.

F. INVESTMENTS

All funds of the State record their investments in
accordance with Government Accounting Standards
Board (GASB) Statement No. 31, “Accounting and
Financial Reporting for Certain  Investments.”
Investments are recorded at fair value determined by
reference to published market data for publicly traded
securities and through the use of independent valuation
services and appraisals for other investments. The net
change in fair value of investments consists of the
realized gains or losses and the unrealized increase or
decrease in fair value of investments during the year.
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Realized gains and losses on sales of investments are
computed based on the difference between the sales
price and the original cost of the investment sold.
Unrealized increases or decreases are computed based
on changes in the fair value of investments between
years. Security transactions are currently accounted for
on a trade date basis. Interest income is recorded when
earned. Dividend income is recorded on the ex-dividend
date. Equity investments of the North Dakota
Development Fund, Inc. (component unit of the State)
are stated at estimated value in absence of a readily
ascertainable market value. The Fund's board of
directors estimates these values. Among the factors
considered by the Fund’s Directors in determining the
fair value of investments, are the cost of the investment,
developments since the acquisition of the investment,
the financial condition and operating results of the
issuer, the long-term potential of the business of the
issuer, and other factors generally pertinent to the
valuation of investments. The Fund’'s Directors, in
making their evaluation, have relied on financial data of
the investee and, in many instances, on estimates of the
investee as to the potential effect of future
developments. Total equity investments in the North
Dakota Development Fund, Inc. are valued at
$1,700,541 at June 30, 2004. All investments are
maintained separately by fund.

Purchases of other state funds' debt issues by the Bank
of North Dakota have been recorded as normal business
transactions if they are the result of arms-length
transactions.

Investments are presented on the fund balance sheets
as '"Investments at the Bank of North Dakota" and
"Investments" to present the unique nature of the
relationship between the Bank of North Dakota, an
enterprise fund, and other state agencies.

Investments at the Bank of North Dakota. State
agency investments, primarily certificates of deposits of
the Bank of North Dakota, are included on the fund
balance sheets as "Investments at the Bank of North
Dakota.” For purposes of the Governmentwide
Statement of Net Assets, these amounts have been
reclassified to internal balances.

Investments. State agency investments invested at
financial institutions other than the Bank of North Dakota
are included on the Government-wide Statement of Net
Assets as "Investments.”

Differences on the Fund Balance Sheets between the
assets, “Cash at the Bank of North Dakota” and
“Investments at the Bank of North Dakota,” and the
liability, "Deposits Held For Other Funds," is attributable
to timing differences resulting from the Bank of North
Dakota having a different fiscal year end than many of
the other state agencies.

G. SECURITIES LENDING

GASB Statement No. 28, "Accounting and Financial
Reporting for Securities Lending Transactions,"
establishes accounting and financial reporting standards
for securities lending transactions. The standard requires
governmental entities to report securities lent as assets
in their balance sheets. Cash received as collateral and
investments made with that cash must also be reported
as assets. The statement also requires the costs of the
securities lending transactions to be reported as
expenses separately from income received. In addition,
the statement requires disclosures about the
transactions and collateral related to them.

Securities are loaned versus collateral that may include
cash, U.S. government securities, and irrevocable letters
of credit. U.S. securities are loaned versus collateral
valued at 102 percent of the market value of the
securities plus any accrued interest. Non-U.S. securities
are loaned versus collateral valued at 105 percent of the
market value of the securities plus any accrued interest.

Non-cash collateral cannot be pledged or sold unless the
borrower defaults.

All securities loans can be terminated on demand by
either the lender or borrower. The average term of
overall loans is ninety-eight days; however, the average
term of loans for the Land Department is fifty-five days.

Cash open collateral is invested in a short-term
investment pool, the Core USA Collateral Section, which
had an interest sensitivity of twenty-four days as of this
statement date. Cash collateral may also be invested
separately in "term loans," in which case the investments
match the loan term. These loans can be terminated on
demand by either lender or borrower.

There were no significant violations of legal or
contractual provisions, and no borrower or lending agent
default losses known to the securities lending agent.

There are no dividends or coupon payments owing on
the securities lent. Securities lending earnings are
credited to participating clients on approximately the
fifteenth day of the following month.

Indemnification deals with the situation in which a client's
securities are not returned due to the insolvency of a
borrower and Northern Trust (custodian of investments)
has failed to live up to its contractual responsibilities
relating to the lending of those securities. Northern
Trust's responsibilities include performing appropriate
borrower and collateral investment credit analyses,
demanding adequate types and levels of collateral, and
complying with applicable Department of Labor and
Federal Financial Institutions Examination Council
regulations concerning securities lending. Northern Trust
indemnifies the State if the borrower fails to return the
securities (and if the collateral is inadequate to replace
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the securities lent) or fails to pay income distributions on
them.

For securities loaned at year end, the State has no credit
risk exposure to borrowers because the amounts the

State owes the borrowers exceed the amounts the
borrowers owe the State.

H. INTERFUND ACTIVITY AND BALANCES

INTERFUND ACTIVITY

As a general rule, the effect of interfund activity has

been eliminated from the governmentwide statements.

Exceptions to this rule are: 1) activities between funds
reported as governmental activities and funds reported
as business-type activities and 2) activities between
funds that are reported in different functional categories
in either the governmental or business-type activities
column. Elimination of these activities would distort the
direct costs and program revenues for the functions
concerned.

In the fund financial statements, transfers represent
flows of assets (such as goods or cash) without
equivalent flows of assets in return or a requirement for
repayment. Residual transfer amounts exist in the
Government-wide Statement of Activities due to different
fiscal year ends of various agencies included in
business-type activities.

INTERFUND BALANCES

Interfund receivables and payables have been
eliminated from the Statement of Net Assets, except for
the residual amounts due between governmental and
business-type activities.

I. INVENTORIES AND PREPAID ITEMS

Inventories of Governmental Funds are valued at cost
and are recognized principally using the average cost
method. Generally, the cost of Governmental Funds'
inventories is recorded as an expenditure when
consumed rather than when purchased.

Inventories of Proprietary Funds consist primarily of
grain inventories from the North Dakota Mill and Elevator
Association. Grain inventories are valued at the June 30
Minneapolis grain market values less freight costs to
Minneapolis. Grain committed to production is valued at
cost, and grain committed to sale is valued at net
commitment price. Flour, feed and resale inventories are
valued at ingredient cost plus manufacturing costs
incurred in their production. Proprietary Funds expense
the cost of consumable supplies when used.

Generally, inventories of University System Funds are
valued at the lower of cost or fair market value. Cost is
generally determined on the first in/first out, or moving
weighted average method. Inventories consist of food,

books, and other merchandise held for resale in
auxiliaries and unrestricted physical plant supplies.

Federal fund inventories of commodities and vaccines
totaling $2,930,523 are recorded as inventory and
deferred revenue on the Government-wide Statement of
Net Assets.

The Department of Human Services has approximately
$3.0 million in food stamp inventory, which is included in
the Federal Fund Inventory.

Prepaid items reflect payments for costs applicable to
future accounting periods.

Other government fund inventories and prepaid items
are reflected as a reservation of fund balance on the
balance sheet.

J. UNAMORTIZED BOND ISSUANCE COSTS

In governmental fund types, issuance costs are
recognized in the operating statements when incurred.
Bond premiums, discounts and issuance costs for
proprietary fund types are deferred and amortized over
the term of the bonds using the bonds outstanding
method, which approximates the effective interest
method. The unamortized discount is shown on the
balance sheet as a reduction of the bonds payable, and
the amortization is included in the statement of
revenues, expenses and changes in fund balance as
interest expense.

K. CAPITAL ASSETS

Capital assets, which include land, buildings, equipment,
construction in progress and infrastructure assets, are
valued at historical cost or at estimated historical cost if
actual historical cost is not available. Donated capital
assets are valued at their estimated fair market value on
the date of donation. Where necessary, estimates of
original cost are derived by factoring price levels from
the current period to the time of acquisition. Library
books are not capitalized as capital assets except for the
University System.

All other capital assets with an original cost of $5,000
($100,000 or more for nfrastructure reported by the
Department of Transportation) or more per unit and an
estimated useful life in excess of one year are
capitalized and reported in the applicable government or
business-type activities columns in the government-wide
financial datements. Capital asset costs include the
purchase price or construction cost, plus the costs
necessary to place the asset in its intended location and
condition for use. In governmental activities, interest
costs on self-constructed assets are not capitalized. In
business-type activities, interest costs (if material) on
self-constructed assets are also included in the cost. The
amount of interest to be capitalized is calculated by
offsetting interest expense incurred from the date of the
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borrowing until @mpletion of the project with interest
earned on invested proceeds over the same period.
Capitalized interest is amortized on the straightline
basis over the estimated useful life of the asset. Normal
maintenance and repair costs that do not materially add
to the value or extend the life of the asset are not
capitalized.

Collections of works of art and historical treasures are
not capitalized if the following three criteria are met: (1)
Held for public exhibition, education, or research in
furtherance of public service, rather than financial gain;
(2) Protected, kept unencumbered, cared for, and
preserved; (3) Subject to organizational policy that
requires the proceeds from sales of collection items to
be used to acquire other items for collections. The
State’s non-capitalized collections include the historical
artifacts at the various state museums and historical
sites, and monuments and other art throughout the
capital grounds. Assets that do not meet all three
criteria, or that were capitalized as of June 30, 1999, are
capitalized and included in the governmentwide
financial statements.

Infrastructure consists of major statewide public systems
and items attached thereto such as freeways, freeway
lighting systems, freeway drainage systems, freeway
signs, bridges, bridge lighting systems, and sewer
systems. Infrastructure is reported in the applicable
governmental or business-type activities columns in the
government-wide financial statements. The Department
of Transportation uses the firstin firstout method to
remove the capitalized cost of a replaced road along
with corresponding accumulated depreciation.

Fixed assets in Governmental Funds are recorded as
expenditures in the funds used to acquire or construct
them in the governmental fund financial statements.
Capital assets, along with accumulated depreciation and
depreciation expense are reported in the applicable
governmental or business-type activities columns in the
government-wide financial statements.

Land and construction in progress are not depreciated.
With the exception of infrastructure reported by the
Department of Transportation (which uses the composite
method), other capital assets are depreciated using the
straight-line method over the following estimated useful
lives:

Assets Years
Buildings 10-50
Infrastructure 10-50
Furniture, Automobiles,

and Equipment 3-20

L. LEASE COMMITMENTS

The State leases land, office facilities, office and
computer equipment, and other assets. Leases are
classified according to FASB 13. Many of these leases
have fiscal funding clauses; however, these clauses

10

have no effect on classifying these leases for accounting
purposes. Leases which represent acquisitions are
classified as capital leases, and the related assets and
liabilities are recorded in the general purpose financial
statements at the inception of the lease. Other leases
are classified as operating leases with the lease
payments recorded as expenditures or expenses during
the life of the lease.

M. FEDERAL FUNDS PURCHASED

Federal Funds Purchased represent federal funds
borrowed by the Bank of North Dakota from member
banks generally on an overnight basis at the federal
funds rate.

N. CLAIMS/JUDGMENTS PAYABLE

Claims/Judgments Payable is primarily Workers
Compensation Gaims Incurred But Not Yet Reported
(IBNR) by the claimants as well as claims related to
various litigation matters.

O. COMPENSATED ABSENCES
ANNUAL LEAVE

State employees accrue vested annual leave at a
variable rate based on years of service. Teachers
employed by the State do not receive annual leave. In
general, accrued annual leave cannot exceed 30 days at
each year end, as set by the agency. The amount of
annual leave earned ranges between one and two days
per month, and is fixed by the employing unit per section
54-06-14 of the NDCC.

The governmental fund financial statements recognize
annual leave when the liability is incurred and payable
from available expendable resources. The government
wide financial statements present the cost of
accumulated annual leave as a liability. Proprietary and
Fiduciary Funds recognize the expense and accrued
liability when the annual leave is earned.

SICK LEAVE

The North Dakota Century Code, section 54-06-14,
states employees accrue sick leave at the rate of one to
a maximum of one and one-half working days per month
of employment without limitation on the amount that can
be accumulated. Employees vest at ten years of
creditable service, at which time the State is liable for ten
percent of the employee's accumulated unused sick
leave. The governmental fund financial statements
recognize sick leave as it is incurred. The government-
wide financial statements present the estimated cost of
sick leave as a liability after an employee has been
employed by the State for six consecutive years.
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P. DEPOSITS

The following two liability line items are presented in the
Government-wide Statement of Net Assets and/or fund
financial statements:

Deposits Held For Other Funds. "Deposits Held For
Other Funds" are those deposits held by the Bank of
North Dakota for other funds included in the reporting
entity and shown on the fund financial statements. For
purposes of the Governmentwide Statement of Net
Assets, these amounts have been reclassified to internal
balances.

Other Deposits. "Other Deposits" are those deposits
held by the Bank of North Dakota for non-reporting entity
third parties. It also includes deposits held for students of
the University System.

Differences on the fund balance sheets between the
liability "Deposits Held For Other Funds" and the assets
"Cash Deposits and Investments at the Bank of North
Dakota" are attributable to timing differences resulting
from the Bank of North Dakota having a different
accounting year end than many other state agencies.

Q. DEFERRED REVENUE

In the government-wide statements and proprietary fund
financial statements, deferred revenue is recognized
when cash, receivables, or other assets are received
prior to their being earned. In the governmental fund
statements, deferred revenue is recognized when
revenue is unearned or unavailable.

R. REVENUES AND
EXPENDITURES/EXPENSES

In the Governmentwide Statement of Activities,
revenues and expenses are segregated by activity
(governmental or business-type), then further by function
for governmental activities (e.g., general government,
education, health and human services, etc.).
Additionally, revenues are classified between program
and general revenues. Program revenues include 1)
charges to customers or applicants for goods or
services, 2) operating grants and contributions, and 3)
capital grants and contributions. Internally dedicated
resources are reported as general revenues, rather than
as program revenue. General revenues include all taxes.
Certain indirect costs are included in the program
expenses reported for individual functions.

In the government-wide financial statements, revenues
are reported by source and are further classified as
either “general purpose” or “restricted”. General purpose
revenues are available to fund any activity accounted for
in the fund. Restricted revenues are, either by State law
or by outside restriction (.g., federal grants), available
only for specified purposes. Unused restricted revenues
at year-end are recorded as reservations of fund
balance. When both general purpose and restricted
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funds are available for use, it is the State’s policy to use
restricted resources first.

In the governmental fund financial statements,
expenditures are reported by character: “Current,”
“Intergovernmental-revenue Sharing,” “Capital Outlay,”
or “Debt Service.” Current expenditures are subclassified
by function and are for items such as salaries, grants,
supplies, and services.

Capital outlay includes expenditures for real property or
infrastructure  (e.g., highways). Intergovernmental-
revenue sharing accounts for the distribution of certain
tax revenues that are shared with local units based upon
constitutional and statutory requirements. Debt service
includes both interest and principal outlays related to
bonds and payments on capitalized leases.

Revenues and expenses of proprietary funds are
classified as operating or nonoperating and are
subclassified by object (e.g., salaries, depreciation, and
purchases for resale). Operating revenues consist of
sales of goods and services, quasi-external operating
transactions with other funds, grant revenues for specific
activities that are considered to be operating activities of
the grantor, receipts from other agencies for
reimbursement of operating transactions, and other
miscellaneous revenue that should be classified as
operating. Grants that would qualify as an operating
activity are those that do not subsidize an existing
program, rather they finance a program the agency
would otherwise not undertake. For certain loan and
investment programs, revenue that would normally be
classified as non-operating should be classified as
operating. Examples of this would include interest and
investment income. All other revenues that do not meet
the above criteria should be classified as non-operating.

S. NET ASSETS/FUND BALANCE

The difference between fund assets and liabilities is “Net
Assets” on the government-wide, proprietary, and
fiduciary fund statements, and “Fund Balance” on
governmental fund statements.

T. CHANGE IN ACCOUNTING PRINCIPLE

The State has implemented the Governmental
Accounting Standards Board’s Technical Bulletin No.
2004-1, “Tobacco Settlement Recognition and Financial
Reporting Entity Issues.” In addition to requirements not
applicable to the State, the Technical Bulletin
establishes an accrual period for governments to
recognize tobacco settlement revenues based on the
tobacco companies’ agreement. The effect on the State
of implementing this standard is to accrue additional
receivables and revenue for estimated tobacco
settlement payments for the period January through
June 30.

The State has also implemented the Governmental
Accounting Standards Board’'s Statement No. 39,
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“Determining Whether Certain Organizations Are
Component Units,” which is effective for fiscal year
June 30, 2004. This statement requires organizations
that are separate from the State, and receive or hold
resources that are almost entirely for the direct benefit of
the State or its component units, be evaluated for
inclusion in the State’s financial statement as a potential
component unit.

activities are reported in these financial statements as
component units.

NOTE 2 - RESTATEMENTS

Certain restatements have been made to beginning fund
equity for a change in accounting principle discussed
previously and for correction of errors. The following

The North Dakota State University System’s colleges changes to beginning fund equity, as previously
and universities have foundations that are quantitatively reported, are summarized in the following table
significant; therefore, the foundations’ resources and (expressed in thousands):
Government-wide Government-wide School Nonmajor
Governmental Business-type Permanent  Governmental University
Activities Activities Trust Fund Funds System
June 30, 2003, fund balances/net
assets, as previously reported $ 2,196,547 $ 1,470,175 $ 587,356 $ 451,262 $ 610,818
Prior period adjustments:
Change in accounting principles:
Tobacco settlement 11,536 - 5,191 6,345 -

Correction of errors (2,269) 185 - (1,722) 185
June 30, 2003, fund balances/net
assets, as restated $ 2,205,814 $ 1,470,360 $ 592,547 $ 455,885 $ 611,003

Internal Major

Service Component

Funds Units

June 30, 2003, fund balances/net assets,
as previously reported

Prior period adjustments:
Changes in accounting principles:
GASB Statement No. 39
Correction of errors

June 30, 2003, fund balances/net assets, as restated

CORRECTION OF ERRORS

The beginning net assets of the Government-wide
Business-type Activities and University System were
restated by $185,276. There was an error in calculating
depreciation and capitalizing special assessments,
$(12,474), and a bond payment paid from agency funds
in fiscal year 2003, $197,750.

The beginning net assets of the Government-wide
Governmental Activities and Commodity Promotion
Fund, a nonmajor governmental fund, were restated by
$1,722,020. There was an error in recording accounts
payable for legal costs of ongoing litigation.

The beginning net assets of the Governmentwide
Governmental Activities and Risk Management Fund, an
internal service fund, were restated by $546,910. There
was a $116,279 error for equipment purchased in fiscal

$ 54951 $ 139,339

- 207,895
(547) -

$ 54404 $ 347,234
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year 2003 not capitalized, and contributions received in
fiscal year 2003 not correctly reported as deferred
revenue $(663,189).

NOTE 3 - DETAILED NOTES ON ACCOUNT
BALANCES

A. DEPOSITS

State law generally requires that all State funds be
deposited in the Bank of North Dakota. NDCC 21-04-01
provides that public funds belonging to or in the custody
of the State shall be deposited in the Bank of North
Dakota. Also, NDCC 6-09-07 states, “[a]ll state funds . . .
must be deposited in the Bank of North Dakota” or must
be deposited in accordance with constitutional and
statutory provisions.
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The following summary presents the amount of the
State’s deposits which are fully insured or collateralized
with securities held by the State or by its agent in the
State’s name (Category 1), those deposits which are
collateralized with securities held by the pledging
financial institution’s trust department or agent in the

Primary Government:

State’s name (Category 2) and those deposits which are
not collateralized or are collateralized by the pledging
financial institution trust or agent, but not in the State’s
name (Category 3) at June 30, 2004. Funds deposited at
the Bank of North Dakota are not credit risked since the
Bank is part of the State’s reporting entity. The amounts
are expressed in thousands:

Category
Total Carrying
1 3 Bank Balance Amount
Cash Deposits $ 29,197 $ 951 $ 177,758 % 207,906 $ 348,929
Certificates of Deposit
Recorded as Investments 3,111 205 3,316 3,316
Total $ 32,308 $ 951 $ 177,963 3 211,222 $ 352,245
Major Component Units:
Category
Total Carrying
1 3 Bank Balance Amount
Cash Deposits $ 3755 % $ 21267 3 25,022 $ 23,896
Certificates of Deposit
Recorded as Investments 2,010 - 2,010 2,010
Total $ 5765 $ $ 21267 $ 27,032 $ 25,906

Included in the internal receivable amount in the
governmental activities column in the Statement of Net
Assets is $450,173,821 of Cash and Investments at the
Bank of North Dakota for governmental activities. The
internal payable amount in the business-type activities
column includes $297,270,498 of deposits the Bank has
for governmental activities. Because the Bank has a
different fiscal year end, these internal balances do not
equal.

B. INVESTMENTS

The investment policies of the State of North Dakota are
governed by NDCC 609-07, 15-10-12, and 21-04-02,
indicating that all public funds must be deposited in the
Bank of North Dakota unless there are other
constitutional or statutory provisions. If there are no
statutory provisions and the funds are invested outside
the Bank of North Dakota, the state agency must have
the permission of the North Dakota Industrial
Commission.

Investments are generally managed by the State
Investment Board, the North Dakota Board of University
and School Lands, the Bank of North Dakota, and the
North Dakota State Treasurer's Office. Management
responsibilites and investment instruments as
authorized by statute are as follows:

1. State Investment Board (SIB) — NDCC 21-10
designates the SIB with investment responsibilities
for the Public Employees’ Retirement System,
Bonding Fund, Teachers’ Fund for Retirement, Fire
and Tornado Fund, Workforce Safety & Insurance
Fund, and other specific funds. The Century Code
states the SIB shall apply the prudent investor rule
in investing funds under its supervision.

The State Investment Board’s investment policy
allows investment managers to use derivative
securities. Managers are specifically permitted to
use treasury futures and options, S&P 500 index
future options, and currency forwards and futures to
hedge portfolio risk, but not to speculate or to
leverage the portfolio. Managers may use their
discretion to use other derivatives to enhance
returns, reduce risk, or facilitate the management of
index funds. SIB’s policy with respect to these
derivatives is that their use may not increase the
credit, market, or legal risk level associated with a
fully invested portfolio of common stocks or fixed
income obligations, depending on the manager’'s
designated role.

2. North Dakota Board of University and Schools
Lands — The Century Code states that the Board of
University and School Lands shall apply the prudent
investor rule in investing its funds. Also,
NDCC 15-03-04 allows the Board to invest in first
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mortgages on farmlands and improvements thereon
in this state to the extent such mortgages are
guaranteed or insured by the United States or any
instrumentality thereof, or if not so guaranteed or
insured, not exceeding in amount 80 percent of the
actual value of the property on which the same may
be loaned, such value to be determined by
competent appraisal.

The Bank of North Dakota — NDCC 6-09 authorizes
the Bank of North Dakota. The Bank is owned and
operated by the State of North Dakota under the
supervision of the North Dakota Industrial
Commissio